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THE REVIEW OF ECONOMIC STATISTICS 



In previous letters we have expressed the opinion that 
liquidation, if it occurs, will not be drastic and that it 
will not be accompanied by a panic. This opinion is 
based mainly upon these considerations: 

i. Production and stocks of a number of commodi- 
ties appear not to be excessive. 

2. The United States is in a strong financial position 
in international markets. 

3. The federal reserve banks would be able to ex- 
pand, if necessary, and to issue notes before 
liquidation reached dangerous proportions and 
confidence was shaken. 

There is no adequate reason at the present time for 
changing our forecast, first, that liquidation in com- 
modity markets is in prospect, and, second, that the 
readjustment of prices and of business will not develop 
into a panic. The immediate future of both security 
and commodity markets, however, appears to depend 
more upon the policies of the federal reserve board and 
the banks than any other single factor. The moneys 
market is the crux of the situation. Material improve- 
ment in the condition of the federal reserve banks in the 
next few weeks by gold imports or otherwise would tend 
to postpone liquidation in commodity markets. 

I. THE INDEX 

Speculation 

In February, curve A decreased for the fourth con- 
secutive month, thus adding new evidence to the fore- 
cast of an impending decline of commodity prices and 
business activity. Of the three series of the speculative 
group two, New York clearings and the price of indus- 
trial stocks, decreased; while the third, shares traded 
on the New York Stock Exchange, increased from the 
low volume in January and December. 

Last month New York clearings amounted to $18,- 
140,000,000 compared with $23,210,000,000 in January. 
This is a decrease of 22 per cent, which is precisely the 
normal seasonal movement. 

The average price of twenty industrial stocks was 
$94.40 in February compared with $104.60 in January 
and $105.60 in December; the price of twenty railroad 
stocks was $72.50 compared with $74.90 in January and 
$75.20 in December. 

In March the volume of sales on the New York Stock 
Exchange for the period March 1-15 was 12,425,100 
shares. This is at the rate of 25,000,000 shares for the 
month, a moderate increase, compared with 21,870,000 
shares in February and 19,880,000 in January. 

The average price of twenty industrials increased 
from $92.40 on March 1 to $103.98 on March 18; the 
average price of twenty rails increased from $75.03 to 
$78.51 between the same dates. The high record 
monthly average for industrials is $113.9(3, reached last 
October. During the past year the highest monthly 
average for rails was $88.70 reached in June. 

The increase in the volume of sales and average prices 



in March took place in the face of a stringent money 
market. It was evidently the result of the following 
favorable news : — 

1. The decision of the Supreme Court that stock 
dividends are not taxable income (March 8). 

2. The decision of the Court that the Interstate 
Commerce Commission in fixing valuations must 
accept the present value of right of way and ter- 
minals, not original costs (March 9). 

3. The decision of the Court against the government 
in its suit for the dissolution of the United States 
Steel Corporation (March 1). 

4. The enactment of the new railroad law providing 
for the return of the roads to private operation 
and ownership (March 1). 

5. The announcement of the arrangement for gold 
imports from Europe (March 5). 

It is not surprising that the market was stimulated 
by these developments, even with call rates ruling at 10 
per cent. It would be surprising, however, if in the face 
of continued money strain the revival develops into an 
extended bull movement. Speculators are now bidding 
against industry for funds. If active business and pres- 
ent high commodity prices continue industry will con- 
tinue to require the available credit. In this case a bull 
movement in securities would be encouraged by high 
profits resulting from high prices, but would be ham- 
pered by high rates for money. If, on the other hand, 
* liquidation of commodities develops on a considerable 
i scale and prices fall, the requirements of industry for 
credit will presently decrease and funds will be available 
at moderate rates for the purchase of securities. In this 
case, a bull movement in securities would be stimulated 
by an easy money market, but discouraged for a time 
by depressed industry and low commodity prices. 
According to precedent a prolonged upward movement 
of speculation cannot develop unless money is compara- 
tively easy. Easier money may result at the present 
time through liquidation of commodities, imports of 
gold or a relaxation in the announced policy of the 
Federal Reserve Board. 

In February the volume of sales was 59 per cent, the 
average price of industrials 83 per cent, and the average 
price of rails 89 per cent of the October figures. These 
percentages indicate that the requirements for funds on 
the New York Stock Exchange were greatly reduced. 

Banking 

The upward movement of curve C, representing rates 
on commercial paper, began in November and has con- 
tinued at an accelerated pace in January and February. 
A sustained tightness of the money market has as cor- 
relatives, first, a bear market in securities and, second, 
liquidation in commodity markets. Therefore, the con- 
tinued increase of curve C in February gives strong sup- 
port to the forecast indicated by curve A that there will 
be a decline in commodity prices and business activity 
beginning within a few months. 
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The average rate in New York on sixty-to-ninety day on the sugar plantations. The decrease in reserves is 

commercial paper in February was 6.44 per cent com- primarily due to gold exports. 

pared with 6.00 per cent in January; the average rate During the period from January 2 to February 27 

on four-to-six months paper was 6.62 per cent compared total cash reserves decreased $38,000,000. During 

with 6.06 per cent in January. Usually there is a marked approximately the same period, January 1 to February 

seasonal decline of rates on commercial paper in Janu- 29, net gold exports from the United States amounted 

ary and February. This year, instead of a normal to $74,2.35,000, distributed as follows: — 

decline of nearly two-tenths since December, there imports Exports 

has been an increase of about one-tenth in these Europe $1,222,000 $180,000 

rates. Canada 11,967,000 1,220,000 

In March, up to the time of this writing, rates on Central and South America ■ • • ^yooo 46,814,000 

. , • tvt at- i t> i r>i • o^ The Far East 1,666,000 42,561,000 

commercial paper in New York, Boston, Chicago, St. rtl , 

, , , , , ' . , . 6 Others 302,000 

Louis and elsewhere have not declined. Average rates r-r r— 

for March will undoubtedly be higher than those for 

February and continued stringency is indicated. On The situation, then, was that the United States lost 
March 1 the Federal Reserve Board summarized reports about forty millions of gold each month, mainly to Ar- 
from federal reserve agents of the various districts as gentina, Hongkong, China, and Japan. Meanwhile, 
follows: " Throughout practically all the reports runs a bills discounted and notes issued by the combined 
recognition of the existence of an overstrained condition federal reserve banks had increased. As a result of 
of credit and of some continued tendency toward specu- these two influences, the reserve ratio declined steadily 
lative operations. . . . Interest rates are high and ris- between January 9 and March 12. 
ing in most places, while banks are exercising a greater Certain observers have been considerably alarmed 
degree of discrimination and judgment in complying by the movement of gold from the United States. Some 
with the demands of their customers." Although the have even suggested that the United States should put 
tension in the money market has decreased since March an embargo on gold. They have argued that, although 
15 rates have not relaxed. the United States is a creditor on the complete inter- 
In February the Federal Reserve Board approved national balance sheet, European debtors cannot pay 
increases in the discount rate from 4! per cent to 5 per gold while countries of South America and the Far 
cent on notes secured by United States certificates of East can draw gold from this country on account of 
indebtedness so that the ruling minimum rate of dis- their favorable merchandise balances. With respect to 
count for bills secured by government war obligations this point, our previously published statements are 
and that for bankers' acceptances is 5 per cent, that for pertinent: 

commercial paper is 6 per cent, and that for bills secured In the February Review we said, " It is the countries 
by war finance corporation bonds is 7 per cent. In of the Orient and South America, rather than Europe, 
March there have been no important changes. Certain which are in a position to command gold from the 
banks, however, increased their rates to make them con- United States . . . but it does not seem probable that 
form to those ruling in other districts. their demand will be great enough to weaken in con- 
Between February 27 and March 12, 1920 earning siderable degree the banking position of this country." 
assets of the combined federal reserve banks decreased In the Advance Letter of March 3 we added, " It is 
$57,000,000, bills on hand decreased $58,000,000, net reported that South America and the Orient are selling 
deposits decreased $87,000,000, and federal reserve francs and sterling in New York and taking gold. New 
notes in actual circulation increased $20,000,000. Dur- York banks, however, are not obliged to continue such 
ing the same period total cash reserves decreased from purchases since the United States is in a strong position 
$2,083,000,000 to $2,057,000,000, the ratio of total cash in international finance. It is not improbable that the 
reserves to demand liabilities remained about constant, outflow of gold will correct itself naturally under the 
but excess reserves declined from $216,000,000 to $211,- compulsion of increasing stringency in domestic mar- 
000,000. Since January 9, 1920, the date of maximum kets." 

excess reserves for the year, the reserve position of the Two bits of evidence of the power of the United 

combined federal reserve banks grew weaker until States to control gold movements are the announce- 

March 19. ment on March 5 of the arrangement for gold imports 

The decrease of the reserve ratio and excess reserves from England and the request on March 1 7 of Argentina 

since January 9 has been due to two causes: the in- " that this government would like to renew half or all of 

crease of net deposits and notes, amounting to $82,000,- its $50,000,000 loan which matures on May 15 next, but 

000 and $126,000,000 respectively, and, to the decrease that Argentina would be willing to pay off the loan 

of reserves, amounting to $45,000,000. A portion of the without a refunding operation, if the bankers so recom- 

increase in net deposits may be due to delays in trans- mended." 

portation resulting in a slower turnover of goods. The The statement of the combined federal reserve banks 

increase of notes is partly explained by large shipments for March 19 showed great improvement over that for 

to Cuba where federal reserve notes are used as currency March 12. Total bills on hand decreased $256,000,000; 
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net deposits decreased $112,000,000; cash reserves in- 
creased $3,000,000; the ratio of reserves to demand 
liabilities increased a full per cent to 43.5 and excess 
reserves increased from $211,000,000 to $252,000,000. 

As we have said, on March 12 the excess reserves of 
the federal reserve system were $211,000,000, the lowest 
point yet reached. Even that low figure, however, 
would allow an expansion of loans of member banks to 
the amount of two or two and a half billions (which is 
from 11 to 14 per cent of total loans) before the reserves 
are reduced to the legal minimum. This fact, considered 
in connection with the strong international financial 
position of the United States, makes us feel confident 
that the federal reserve system will be able to handle 
the developing situation in such a way as to avoid a 
financial panic. 

Business 

In February curve B, representing business activity 
and commodity prices, decreased for the first time in 
three months and the second time in a year. Outside 
bank clearings declined 18 per cent compared with the 
usual seasonal decline of 16 per cent; Bradstreet's and 
Dun's indices of commodity prices both show a recession 
of three-tenths of one per cent for the month. The index 
of the United States Bureau of Labor Statistics, how- 
ever, increased to 249 in February compared with the 
previous high record of 248 in January, and 238 in 
December. Three groups of commodities showed de- 
creases and one remained stationary in February, while 
five groups increased. The figures follow: 



INDEX NUMBERS OF WHOLESALE PRICES OF THE 

BUREAU OF LABOR STATISTICS, BY GROUPS OF 

COMMODITIES 

(1913 Equals 100) 

1920 

Group January February 

Farm Products 246 237 

Food, etc 253 244 

Cloths and Clothing 350 356 

Fuel and Lighting 184 187 

Metals and Metal Products 177 189 

Lumber and Building Materials 268 300 

Chemicals and Drugs 189 . 197 

House-furnishing Goods 324 324 

Miscellaneous 227 226 

All Commodities 248 249 

Although the recessions in commodity prices that 
have occurred are not great, there are some indications 
that a turning point was reached in February. For 
instance, from January 3 to January 24 the number of 
articles in Dun's fist (of about 295 quotations) advancing 
in price each week consistently outnumbered the num- 
ber of articles declining in price; from January 31 to 
February 28, on the other hand, the number of declines 
always exceeded the number of advances. A table of 
the weekly number of advances and declines of com- 
modity prices follows ; 





Number of Articles tor Which Prices 


Week 


Were 
unchanged 


Advanced 


Declined 


lanuarv 3 


242 
2l8 
212 

234 

242 

233 
221 
236 
2l8 
212 
225 


43 
65 

68 

43 
24 
24 

30 
26 

3° 

46 

32 


II 


January 10 


II 


January 17 


15 

18 


January 24 


lanuarv 31 


29 
38 

43 
32 
46 


February 7 


February 14 


February 21 


February 28 


March 6 


34 
36 


March 13 





The Iron Age reports that copper, spelter, lead, and 
antimony were cheaper on March 16 than on March 9. 

There are a number of other straws indicating that a 
turn in business is not far distant. For instance, certain 
manufacturers notice in acknowledgments of receipt of 
goods that various complaints are being made concern- 
ing color, texture, etc. The tone of the customers' 
letters seems to be quite different from that of recent 
months. Certain dealers feel that retailers are prepar- 
ing the ground for the return of goods that do not move 
readily. Comments on the business situation are de- 
cidedly less optimistic now than a month ago. The 
following quotations indicate a change in sentiment: 

J. H. Tregoe, secretary-treasurer of the National 
Association of Credit Men, in a letter sent on March 13 
to members of that organization says: " Contrary to 
opinions often expressed, the shelves of retail merchants 
are not bare these days, and our advice is that producers 
and distributors of commodities be cautioned against 
further speculation in merchandise on the theory that 
there is a persistent scarcity of goods." 

The Iron Age for March 11 says: " With production 
at the highest rate in more than a year and the prospect 
of further increase as spring comes on, the steel trade 
expects gradually to work out of the serious hampering 
of recent weeks. There has been no rush thus far on the 
part of the railroads to buy equipment, and the week 
has rather added to the evidence that the strained con- 
ditions in the industry are yielding. . . . Further signs 
appear of the reaching of the peak in pig-iron prices. 
. . . An effort to advance foundry iron in eastern 
Pennsylvania to $45 did not succeed and foundry iron 
is still available at $40, Birmingham." 

On March 18 the same journal said that " Reports 
from the leading steel producing centers still dwell on 
the struggle with short coal supply and with scarcity of 
cars and motive power. Similar reports prevailed 
throughout February and yet the official statistics given 
out in the past week show steel ingot production in that 
month averaging 142,000 tons per day, or almost a high 
record rate. The trade is frankly surprised at these 
figures, in view of existing handicaps." 
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Bradstreet's for March 13, says: "Purchasing for 
immediate needs is reported as in general satisfactory, 
but there is a more pronounced disposition to limit com- 
mitments for the future. The main influence in in- 
ducing caution in respect to providing for more distant 
requirements is the feeling reflected in dispatches from 
many quarters that prices have about reached the top 
and that readjustments in a downward direction may 
be looked for in the not far distant future. ... In a 
number of places money stringency has had the effect 
of curtailing programmes laid out before the disposition 
to conserve credit more closely began to be manifested." 

Dun's Review for March 13 says : " While a decline of 
only about three-tenths of one per cent in Dun's Index 
Number as of March 1 seems trivial in comparison with 
the preceding extraordinary upturn, yet it is significant 
as reflecting a change in the main price movement, and 
may conceivably be the forerunner of a gradual, if ir- 
regular, downward readjustment. Specifically, some 
foodstuffs, hides and leather, some textiles, and pig iron, 
among leading articles, have reacted more or less from 
the recent top levels, and not a few buyers, although 
momentarily disregarding the element of cost if their 
needs be especially urgent, are largely limiting commit- 
ments to actual and well-defined requirements, on the 
theory that such a policy will prove to be advantageous. 

" Supporting the belief that continued price deflation 
is in prospect is the growing resistance to present prices 
in retail circles, such a phase appearing somewhat con- 
spicuously in clothing lines, and signs of a curtailment of 
extravagance in purchasing are seen in the shifting of 
demand in more frequent instances from the costliest to 
the more moderate-priced merchandise." 

The Report on Business Conditions of the Federal 
Reserve Agent of New York for February 20, says: 
" There is a feeling that the headlong price advances of 
last year have carried values to an inflated level from 
which some reaction is inevitable." 

The Federal Reserve Agent of Boston mentioned, on 
February 25, " returning salesmen, in certain lines, with 
disappointing results and reporting the failure to move 
higher priced wearing apparel by concessions in prices " ; 
and " increasing indisposition of manufacturers to pay 
prices hitherto prevailing for raw material, and the 
evidence of stocks of the latter far in excess of domestic 
requirements." 

These quotations indicate that business conditions 
have undergone an appreciable change since last August. 
No one knows precisely what lies ahead, and the indica- 
tions are somewhat conflicting. In some lines of busi- 
ness there is every sign of great activity and even rising 
prices during the spring and summer of 1920; while in 
others there is already evidence of hesitation in making 
commitments, and price recessions have already oc- 
curred. This is what we should naturally expect just at 



the turn of the tide, but it would be a mistake to lay too 
great stress upon this fact. It is always the unexpected 
that happens; and it may be that some factor now un- 
foreseen and even unforeseeable may produce another 
upward swing or an abrupt decline in business activity. 
The position we have taken seems to be justified by the 
movement of our price forecaster, and business develop- 
ments of the last three months appear on the whole to 
confirm our forecast. 

With commodity prices increasing 2 per cent a 
month, as they have been increasing on the average 
during the past year, business men have found it im- 
mensely profitable to borrow money for their business 
at even the high rates of 8 or 10 per cent per annum. If 
prices of commodities stop increasing, however, the 
pinch of high money will be felt and high rates will en- 
courage liquidation. During the recent period of 
rapidly rising prices and slowly rising interest rates, 
business men have taken their profits without realizing 
fully the nature of the economic factors which have 
swept wealth into their hands. 

II. THE THREE GROUPS OF SERIES 

During February none of the three groups of series 
exhibited any new developments that call for extended 
consideration at this time. It may be stated, however, 
that pig-iron production and unfilled orders of the 
United States Steel Corporation are rapidly coming 
back to normal. The two series comprising the business 
group, outside clearings and commodity prices, have 
shown diverse trends since September 1919. While 
prices have steadily mounted to new high records out- 
side clearings have been oscillating on a horizontal level. 
The corrected figures for clearings are now back to the 
July level. The series included in each group remain the 
same as in 1919 and may be found on pages 4-6 of the 
December Supplement. 1 

III. THE INDIVIDUAL SERIES 2 
(A) The Speculative Group 

New York bank clearings decreased to $18,140,000,000 
in February from $23,210,000,000 in January. This 
was a decrease of 22 per cent which is precisely the 
normal seasonal decline. Usually March clearings run 
11 per cent over those for February, and April equals 
March. 

1 During 1919, in order that our readers might follow in all its details the 
movement of our index of business conditions, we have published from month 
to month charts showing each of the three groups of series entering into the 
index. Hereafter we shall not publish these charts oftener than twice a year 
unless it happens that there is some unusual development which makes their 
presentation desirable. Every six months, therefore, our readers may expect 
to receive all the details concerning the construction of our index. We pub- 
lish monthly, however, in our Appendix of Current Statistics the " cor- 
rected items of various business statistics " and other material of interest to 
technical readers. By this arrangement we shall be able to eliminate from 
our text those statistical data which have little interest for the average 
reader. 

2 Monthly figures since January 1919 are given in the accompanying 
table. For monthly data 1913-18, see the table on p. 71 of this Review. 



